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MrWBNkosi 

The Accounting Officer 

Dannhauser Municipality 

P.O. Box 1011 

Dannhauser 

3080 


30 November 201 1 

Reference: 60632REG10/11 

Dear Mr Nkosi 

FINAL MANAGEMENT REPORT TO THE ACCOUNTING OFFICER ON THE AUDIT OF 
DANNHAUSER MUNICIPALITY FOR THE PERIOD ENDED 30 JUNE 2011 


1 . The above-mentioned management report of the Auditor-General is submitted herewith. 

2. This management report includes audit findings arising from the audit of the financial 
statements, reporting on predetermined objectives, compliance with laws and regulations 
and information technology for the year ended 30 June 201 1 which were communicated 
to management and includes their response to these findings. The report also includes 
information on the internal control deficiencies that were identified. 

3. The findings should be carefully analysed and appropriate action plans prepared and 
implemented and progress should be monitored to address all deficiencies and prevent 
recurrence thereof. Addressing these deficiencies will assist in ensuring an improvement 
in the audit outcomes, moving closer to clean administration, as the essential building 
blocks towards audit reports that are unqualified with no matters for the auditor to report 
on. 

4. With a view to achieving clean administration (Clean Audit 2014), you are requested to 
submit your action plan to this office by 31 December 201 1 . 


Auditing to build public confidence 


Auditor-General of South Africa 

Private Bag x9034 Pietermaritzburg 3200 KwaZulu-Natal • Docex 80 • Tel; +27 (0)33 264 7400 • Fax: +27 (0)33 264 7596 • v/ww.agsa.co.za 



Yours sincerely 



Senior Manager: KwaZulu-Natal 

Enquiries: Sudesh Sivenarain 

Telephone: (033) 264 7400 

Fax: (033) 264 7596 
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FINAL MANAGEMENT REPORT TO THE ACCOUNTING OFFICER ON THE AUDIT OF THE 
DANNHAUSER MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2011 

INTRODUCTION 


1 . This management report includes audit findings arising from the audit of the financial 
statements, reporting on predetermined objectives and compliance with laws and regulations 
for the year ended 30 June 201 1 which were communicated to management and includes their 
response to these findings. The report also includes information on the internal control 
deficiencies that were identified. Addressing these deficiencies will assist in ensuring an 
improvement in the audit outcomes. 

2. The management report consists of an executive summary and detailed audit findings which 
are contained in annexures A, B and C. 


THE AUDITOR-GENERAL’S RESPONSIBILITIES 

3. As required by section 1 88 of the Constitution of the Republic of South Africa, 1 996 (Act No. 
108 of 1996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and section 126(3) of the Local Government: Municipal Finance Management Act of South 
Africa, 2003 (Act No. 56 of 2003) (MFMA), our responsibility is to express an opinion on the 
financial statements and to report on findings relating to our audit of the report on 
predetermined objectives and compliance with material matters in laws and regulations 
applicable to the entity. Our engagement letter sets out our responsibilities in detail. These 
include the following: 

• Performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements, the report on predetermined objectives and compliance with laws 
and regulations applicable to the entity. The procedures selected depend on our 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, the report on predetermined objectives and material non-compliance with 
laws and regulations. 

• Considering internal controls relevant to the entity’s preparation and fair presentation of 
the financial statements, the report on predetermined objectives and compliance with 
laws and regulations. 

• Evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management. 

• Evaluating the appropriateness of systems and processes that ensure the accuracy and 
completeness of the financial statements, the report on predetermined objectives and 
compliance with laws and regulations. 

4. Because of the test nature and other inherent limitations of an audit, we do not guarantee the 
completeness and accuracy of the financial statements or the report on predetermined 
objectives or compliance with all applicable laws and regulations. 

5. Having formed an opinion on the financial statements, we may include additional 
communication in the auditor’s report that does not have an effect on the auditor’s opinion. 
These may include: 

• an emphasis of matter paragraph to draw users’ attention to a matter presented or 
disclosed in the financial statements which is of such importance that it is fundamental to 
their understanding of the financial statements. 
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• an additional matter paragraph to draw users’ attention to any matter, other than those 
presented or disclosed in the financial statements, that is relevant to users’ understanding 
of the audit, the auditor’s responsibilities or the auditor’s report. 


THE ACCOUNTING OFFICER’S RESPONSIBILITIES 

6. The accounting officer’s responsibilities are set out in detail in the engagement letter. These 
include the following: 

• The preparation and fair presentation of the financial statements in accordance with the 
South African Standards of Generally Recognised Accounting Practice (SA Standards of 
GRAP). 

• Planning, monitoring of and reporting on performance against predetermined objectives. 

• Review and monitoring of compliance with laws and regulations and disclosing known 
instances of non-compliance or suspected non-compliance with laws and regulations. 

• Designing, implementing and maintaining proper record keeping and internal controls 
necessary to enable the preparation of financial statements and the report on 
predetermined objectives that are free from material misstatement whether due to fraud 
or error, and compliance with laws and regulations. 

• Designing and implementing formal controls over IT systems to ensure the reliability of 
the systems and the availability, accuracy and protection of information. 

• Implementing appropriate risk management activities to ensure that regular risk 
assessments are conducted. 

• Disclosing all matters concerning any risk, allegation or instance of fraud. 

• Accounting for and disclosing related-party relationships and transactions. 

• Providing access to all information that is relevant to the preparation of the financial 
statements and performance information, such as records and documents. 




SECTION 1.^ Meetings with oversight bodies and those charged with governance 


7. During the audit cycle we met with key stakeholders to communicate matters relating to the 
audit outcomes of the municipality and emerging risks. Insight was provided on the key controls 
that impact these audit outcomes to enable corrective action to be taken. 

8. Meetings were conducted as follows: 

• Mayor [16 May 2011, 22 July 2011,18 August 2011, 18 November 2011] 

• Accounting officer [29 September 201 1, 18 November 2011] 

• Audit committee [25 August 201 1] 

9. At these meetings commitments were made to address improvements in the internal control 
environment with the objective of achieving clean administration. Progress made on these 
commitments is discussed later in this report. 
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PART B - MATTERS TO BE BROUGHT TO THE ATTENTION OF THE USERS 

EMPHASIS OF MATTER PARAGRAPH 

1 1 . No matters to report. 

ADDITIONAL MATTER PARAGRAPH 

An additional matter paragraph will be included in our auditor’s report to highlight the following 
matter to the users of the financial statements; 

Unaudited supplementary schedules 

12. The supplementary information set out on pages xx to xx does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 

PART C - REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

FINDINGS ON THE REPORT ON PREDETERMINED OBJECTIVES 

Included below are the findings raised during our audit of the report on predetermined objectives. 

13. There were no material findings on the annual performance report. 

FINDINGS ON COMPLIANCE WITH LAWS AND REGULATIONS 

Included below are findings on material non-compliance with laws and regulations applicable to the 
municipality. 

Annual financial statements, performance and annual report 

14. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1)(a) of the MFMA. Material misstatements of 
receivables and grant expenditure identified by the auditors were subsequently corrected 
resulting in the financial statements receiving an unqualified audit opinion. 

1 5. The mayor did not table the annual report to council within seven months after the end of the 
financial year as required by section 127(2) of the MFMA. 

INTERNAL CONTROL 

Achievement of internal control objectives 

16. Significant deficiencies that resulted in the findings on compliance with laws and regulations 
are summarised below. Detailed information on significant internal control deficiencies is 
provided in section 4 of this report. 

• Leadership 

The accounting officer did not exercise adequate oversight responsibility over financial 
reporting. 

• Financial and performance management 

• Regular financial statements that are supported by evidential information were not 
prepared and reviewed in a manner to facilitate complete, accurate and reliable reporting. 
Consequently, material misstatements arose from the auditing process, which 
necessitated amendments. 
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PART D - OTHER REPORTS 

17. No matters to report. 


SECTION 3: SPECIFIC FOCUS AREAS 


PART A - SIGNIFICANT FINDINGS FROM THE AUDIT OF PROCUREMENT AND CONTRACT 
MANAGEMENT 

18. The audit included an assessment of procurement processes, contract management and 
controls of the municipality, which should ensure a fair, equitable, transparent, competitive and 
cost-effective supply chain management (SCM) system that complies with legislation and 
minimises the likelihood of fraud, corruption, favouritism and unfair and irregular practices. No 
significant deficiencies were identified from the assessment. 


SECTION 4: SIGNIFICANT DEFICIENCIES IN INTERNAL CONTROL 


PART A - ASSESSMENT OF THE ACHIEVEMENT OF CONTROL OBJECTIVES 

19. The achievement of the objectives of internal control is demonstrated by the implementation of 
key controls. The assessment below is based on significant deficiencies relating to the fair 
presentation of the financial statements, material misstatements corrected as a result of the 
audit, findings on predetermined objectives and findings on non-compliance with laws and 
regulations. Significant deficiencies occur when internal controls either do not exist or are not 
appropriately designed to address the risk or are not implemented and which either had or 
could cause the financial statements or report on predetermined objectives to be materially 
misstated and material non-compliance with laws and regulations to occur. When a significant 

deficiency is not applicable, it is assessed with a ©to indicate that the deficiency still 

exists but significant progress had been made to address it, while Vindicates that urgent 
attention to the matter is required. Part B gives additional information on the deficiencies that 
should be addressed. Other deficiencies in internal control, which require the attention of 
management, are included in the detailed findings attached to this report. 
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PART B - DETAILS CONCERNING THE ACHIEVEMENT OF INTERNAL CONTROL 

OBJECTIVES 

LEADERSHIP 

Oversight responsibility regarding reporting and compliance 

20. The mayor and the accounting officer did not exercise oversight responsibility over compliance 
with the MFMA. 

FINANCIAL AND PERFORMANCE MANAGEMENT 

Controls over daily and monthly processing and reconciling of transactions 

21 . Monthly controls over VAT reconciliations are not properly implemented or monitored. 

Monitoring of compliance with laws and regulations 

22. Processes relating to monitoring of compliance with laws and regulations are not adequately 
implemented. 

Accuracy and completeness of financial statements 

23. Financial statements were not adequately reviewed and agreed to supporting reconciliations. 

PART C - ACTIONS TAKEN TO ADDRESS MATTERS PREVIOUSLY REPORTED 

Municipal council/Accounting officer/Chief financial officer 

24. Matters reported in the prior year were followed up and management has taken steps to rectify 
most of the deficiencies noted in the prior year. 

PART D - EMERGING RISKS 

Accounting and compliance matters 

25. National Treasury Preferential Procurement Regulations, 2011 has been issued in terms of 
section 5 of the Preferential Procurement Policy Framework Act of South Africa, 2000 (Act No. 
5 of 2000). These regulations will impact on the municipality’s supply chain management 
policies and processes and management must ensure that it updates policies and processes to 
include the new procurement regulations. 


SECTION 5| RATINGS OF DETAILED AUDIT FINDINGS 

26. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the auditor’s report - These matters should be addressed as a 
matter of urgency. 

• Other important matters - These matters should be addressed to achieve clean 
administration. 

• Administrative matters - These matters are unlikely to affect the decisions of the users of 
the financial statements or performance information and should be addressed at the 
discretion of the entity. 
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SECTION 6: CONCLUSION 

27. The matters communicated throughout this report relate to the three fundamentals of internal 
control which should be addressed to achieve sustained clean administration. The AGSA staff 
remain committed to assisting in the process of identifying and communicating good practices 
to improve governance and accountability, so as to build public confidence in government’s 
for public resources in a transparent manner. 


Senior Manager: KwaZulu-Natal 



Enquiries; 

Telephone; 

Fax; 

Email; 


Preshnee Moonia 
033 264 7400 
033 264 7596 
preshneem@agsa.co.za 


Distribution: 

Mayor 

MM 

CFO 

Audit committee 
Head of internal audit 
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ANNEXURE A: MATTERS AFFECTING THE AUDITOR’S REPORT 


Non-compliance with laws and regulations 


1 . Late tabling of the annual report 
Audit finding 

As per section 127(2) of the MFMA the mayor of the municipality must, within seven 
months after the end of the financial year, table in the municipal council the annual 
report of the municipality. 

In terms of section 127(3): “If the mayor, for whatever reason, is unable to table in the 
council the annual report of the municipality within seven months after the end of the 
financial year to which the report relates, the mayor must- 

a) promptly submit to the council a written explanation referred to in section 

1 33(1 )(a) setting out the reasons for the delay, together with any components 
of the annual report listed in section 121(3) or (4) that are ready; and 

b) submit to the council the outstanding annual report or the outstanding 
components of the annual report as soon as may be possible. 

During the audit, it was established that the annual report for 2009-2010 was tabled to 
council by the executive mayor on 9 June 201 1 , more than 7 months after the end of the 
financial year. Furthermore, the mayor did not submit a report in terms of section 
133(1)(a) to the council setting out the reasons for the delay. 

Internal control deficiency 

The monitoring of compliance against the MFMA calendar checklist is not assigned to a 
specific official and compliance is not monitored regularly. 


Recommendation 

The accounting officer should ensure that the municipality complies with the MFMA. 
Management response 

The reason for the late submission of Annual Report is that the Council meetings were 
not taking place, due to political disputes, that is why the Annual Report was submitted 
late because it has to be approved by Council before the submission. In the 2011/2012 it 
will be submitted in time. 

Name: Philani Ndlovu 
Position: IDP Manager 
Date: 14 October 201 1 
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Auditor’s conclusion 

The above material non-compliance with the MFMA will be included in the audit report 
under other legal and regulatory requirements. 


2. Annual financial statements 
Audit finding 

Section 122(1)(a) of the MFMA, requires that “Every municipality must for each financial 
year prepare annual financial statements which fairly presents the state of affairs of the 
municipality, its performance against its budget, its management of revenue, 
expenditure, assets and liabilities, its business activities, its financial results, and its 
financial position as at the end of the financial year.” 

The following material misstatements were corrected during the audit: 

• Unreconciled difference between the VAT 201 returns and the general ledger 
of R674 000. 

• Grant expenditure of R234 800 which did not meet the conditions of the grant 
funding and which would have resulted in unauthorised expenditure. 


Internal control deficiency 

The financial statements were not reviewed for accuracy and completeness prior to 
submission for audit. 


Recommendation 

The accounting officer should exercise oversight responsibility in respect of the review of 
the financial statements. 

Management response 

The amount of R234 800 has been transferred to Catering: Meetings and Conference’s 
vote in the statement of financial performance. Vat 201 and general ledger reconciled 
and the annual financial statements have been corrected accordingly. 

Name: B.B. Mdletshe 
Position: Chief Financial Officer 
Date: 21 November 201 1 


Auditor’s conclusion 

The above material misstatements corrected will be included as a non-compliance in the 
audit report under other legal and regulatory requirements. 
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ANNEXURE B: OTHER IMPORTANT MATTERS 


Payables 

3. PAYE, UIF and SDL not paid to SARS 
Audit finding 

In terms of section 8 of the UIF Contributions Act: “Payment of contribution to 
Commissioner and refund. — 

(1) Every employer, other than an employer contemplated in section 9 HL must on a 
monthly basis pay the amount of all employees’ contributions and the employer’s 
contributions in respect of every employee in the employment of that employer to 
the Commissioner not later than seven days, or such longer period as the 
Commissioner may determine, after the end of the month in respect of which the 
contributions are payable. 

In terms of section 6 of the Skills Development Levy Act: “Payment of levy to 
Commissioner and refund. — 

(1) Subject to section 7, every employer must pay the levy to the Commissioner in 
the manner and within the period determined in this Act. 

(2) An employer must, not later than seven days, or such longer period as the 
Commissioner determines, after the end of each month in respect of which the 
levy is payable, pay the levy to the Commissioner and together with such 
payment submit a statement — 

(a) in such form as the Commissioner may require; and 

(b) reflecting the amount of the levy due by that employer and containing such 
other information as the Commissioner may require. 

Furthermore in terms of section 99(2)(b) of the MFMA: "The accounting officer must for 
the purpose of subsection (1) take all reasonable steps to ensure that all money owing 
by the entity is paid within 30 days of receiving the relevant invoice or statement." 

During the audit of employee costs in the current year it was discovered that PAYE, UIF 
and SDL including interest and penalties amounting to R4,178 million were not paid over 
to SARS for the 2008 - 201 1 financial years. The interest and penalties levied by SARS 
has resulted in the municipality incurring fruitless and wasteful expenditure which should 
be disclosed as fruitless and wasteful expenditure once payment has been made to 
SARS. 

Management failed to investigate and follow up on long outstanding reconciling items in 
the form of cheques not presented to the bank on the bank reconciliation statement. 

Internal control deficiency 

The accounting officer does not exercise oversight responsibility over reporting and 
compliance with laws and regulations and internal control. 
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Recommendation 

Management should ensure that PAYE, UIF and SDL deducted from employees are 
paid over to SARS by the municipality by the 7th of every month. Failure to submit 
EMP201 to SARS will result in interest and penalties charged by SARS. In addition, all 
long outstanding cheques appearing on the bank reconciliation should be investigated 
and queried with the payee. 

Management response 

The municipality has registered for EFiling in August 201 1 and returns are filed through 
eFiling and paid on eFiling before the due date. Before implementation of EFiling the 
Municipality was paying by cheques which were posted with the returns but the cheques 
were never presented for payment. The municipality has appointed Maxprof to 
investigate the cheque payments that were never presented for payment and will lodge 
an objection to the waiver of penalties and interest. Target for resolution of this matter 
and settlement of the outstanding balance is end of April 2012. 

Name; BB Mdletshe 
Position: CFO 
Date: 14 October 201 1 


Auditor’s conclusion 

Should the municipality be obliged to pay interest and penalties, this should be disclosed 
as fruitless and wasteful expenditure in the period that the payment is made. 
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Employee costs 


O 
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4. No documents filed in personal files 
Audit Finding 

In terms of paragraph 67(1) Municipal systems act, a municipality is required in 
accordance with applicable law and subject to any collective agreements to adopt 
appropriate systems and procedures to ensure fair, efficient, effective and transparent 
personnel administration. 

In terms of paragraph 6.9 of the Policy on Recruitment Selection Appointment Transfer 
Demotion and Promotion: 

6.9.1 A written offer of employment must be made to the successful candidate and 
his/her formal acceptance thereof, obtained, ensuring that all logistical arrangements 
regarding date, time and place of assumption of duty are clear. 

6.9.2 All relevant documentation, i.e. Conditions of Service, Code of Conduct, task 
descriptions, etc. must be supplied to the successful candidate. 

6.9.3 An employee shall furnish his/her permanent residential address, as well as that of 
their next of kin to the Corporate Services Department in writing, and any change 
thereof. 

6.9.4 The following documents shall be kept on the personal file of the successful 
applicant:- 

6.9.4. 1 Application form including curriculum vitae and other documents submitted 

6.9.4.2 Copy of Annexure "B". 

6. 9.4. 3 Copy of Advertisement. 

6. 9.4.4 The minutes of the Selection Committee. 

During the audit of employee costs, the files for the following employees did not include 
employment contracts/ appointment letters, employee details or advertisements for the 
posts. 

• BA Mchunu 

• M Mbanjwa 

• C Cassim 

• DD Zwane 

• SN DIamini 

On enquiry of the payroll controller it was confirmed that the contracts for the employees 
are outsourced to a third party however no evidence of this could be provided. 

As a result of the above, fictitious employees may be included on the payroll. 
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Internal control deficiency 

No review of the employee files by a senior personnel member to confirm that every 
employee has an employee file and that the documents as required by the policy are 
filed therein. 

Recommendation 

The HR manager should ensure that an employee file is opened for each employee 
before they are added onto the payroll database. The employee file should contain all 
documentation as stipulated in the policy. 

Management response 

Attached please find a copy of the email (A1) sent to the Manager Corporate Services 
regarding the letters of appointments for the placement of staff. We are in a process of 
obtaining the outstanding documentation and will have necessary information in the 
personnel files by the end of November 201 1 . 


Name: Shamantha Domun 
Position; Payroll Controller 
Date: 13 October 201 1 


Auditor’s conclusion 

Management comment has been noted and this matter will be followed up during the 
next audit. 


5. No employee contract on employee file 
Audit Finding 

In terms of paragraph 6.9 of the Policy on Recruitment Selection Appointment Transfer 
Demotion and Promotion: 

6.9.1 A written offer of employment must be made to the successful candidate and 
his/her formal acceptance thereof, obtained, ensuring that all logistical arrangements 
regarding date, time and place of assumption of duty are clear. 

During the audit of employee costs, it was noted that for the following employees, there 
were no employee contracts in the personal files: 


Employee 

no. 

Employee 

34 

JS Madlala 

202 


84 

W MC Donald 

211 

P Mthati 
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internal control deficiency 

There is inadequate review of employee files by the HR manager to ensure compliance 
with the policy. 

Recommendation 

The HR manager or his/her delegate should be held accountable for the non-existence 
of signed employee contracts. 

Management response 

Attached (A2) please find copies of some the contracts received by the Service Provider 
who is assisting to draw up all outstanding contracts. The reason for these not being on 
the files is that the contract still has to be signed by relevant employees. We are 
currently addressing the problem with outstanding contracts signed and filed by the end 
November. The attachments will be faxed. 

Name: Shamantha Domun 
Position: Payroll Controller 
Date: 14 October 201 1 

Auditor’s conclusion 

A follow-up will be done during the next audit to confirm that contracts have been signed. 


6. Payroll certification not authorised 
Audit Finding 

In terms of section 62(1 )(b) of MFMA, the accounting officer of a municipality is 
responsible for managing the financial administration of the municipality, and must for 
this purpose take all reasonable steps to ensure that full and proper records of the 
financial affairs of the municipality are kept in accordance with any prescribed norms and 
standards. 

In this regard, the accounting officer or a delegated official authorises the payroll 
certification prior to payment for salaries being released. 

During the audit of employee costs, it was established that the following EFT reports for 
salary payments were not authorised by the accounting officer: 

• August 2010 

• October 2010 

• March 201 1 

• May 2011 
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It was also noted that the following EFT reports for salary payments were not signed 
as reviewed by the expenditure accountant: 


• August 2010 

• March 2011 
. May 2011 


As a result, payroll errors may not be prevented ortimeously detected and corrected. 

Internal control deficiency 

The accounting officer does not exercise oversight responsibility over payroll controls. 

Recommendation 

The accounting officer should ensure that all EFT reports are approved prior to payment 
being effected. 

Management response 

The reason for this is that, the Municipal Manager or the Accountant Expenditure had 
not been available during the said months for authorization; however we have two 
compulsory/ releasing signatories on the forms. We will in future ensure that all the 
relevant signatories have checked and signed off the payroll together with the relevant 
paper work. 

Name: Shamantha Domun 
Position: Payroll Controller 
Date: 26/10/2011 

Auditor’s conclusion 

Management comment has been noted and a follow-up will be done during the next 
audit. 


7. Overtime constitutes more than 30% of basic salary 
Audit Finding 

In terms of section (1 0) of the Basic Conditions of Employment act: "An employer may 
not require or permit 

• an employee to work overtime except in accordance with an agreement 

• more than 1 0 hours of overtime a week 

Paragraph 9.2 of the municipality’s Overtime Policy also requires that: "Heads of 
Departments in general should endeavour, to the best of their ability, to keep overtime to 
the minimum without compromising service delivery." 
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During the audit of overtime, it was noted that the following employees were paid more 
than 30% of their basic salary for overtime worked, which is considered to be excessive 
and not in compliance with the overtime policy: 


Mofitiii 

overtime* 

worked! 

Empioyqe 

':h6. 

Erhployee 

name 

Overtime 

wOrlklticI' 

Overtime 

paid 

■ ..c'l!!' - 

30% Of 
i salary' 

R 

09/2010 

211 

P Mthanti 

39 

2 718,44 

2 097,96 

10/2010 

225 

BE Gwija 

39.5 

1 671,49 

1 383,60 

11/2010 

2141 

NA Nsibande 

37 

4 445,25 

4 012,31 

01/2011 

4150 

R Shangase 

40 

2 652,11 

1 966,35 

04/201 1 

1110 

SS Oub@ 

33.35 

2 442,20 

2 116,03 

05/201 1 

14 

NE Yende 

39 

2 606,56 

2 245,32 


Internal control deficiency 

The accounting officer does not exercise oversight responsibility over internal control 
relating to overtime. 

Recommendation 

Management by their actions and attitude should promote adherence to internal controls 
and legislation. The necessary authorisation procedures must be followed before 
overtime is worked, and management should control the hours of overtime an employee 
works to ensure that overtime is limited to necessary work required to meet specific 
deadlines. 

Management response 

These employees are essential services i.e. they work in the fire/ protection services 
department. They are required to be on standby in the event of an emergency in and 
around the Dannhauser area. In this case we cannot comply with 10hr per week 
regulation as stipulated in the overtime policy however we are within the 40 hour per 
month regulation. We are going to take the policy for review to Council to cover the 
matter raised and apply to the bargaining council for exemption as per collective 
agreement. 

Name: Shamantha Domun 
Position: Payroll Controller 
Date: 26/10/2011 


Auditor’s conclusion 
Management comment is noted. 
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8. No prior approval for overtime 
Audit Finding 

In terms of paragraph 4.3 of the municipality's Overtime Policy: "Overtime work is 
subject to prior application by the Head of Department and subsequent approval by the 
Municipal Manager. No overtime may be worked without such written approval being 
obtained first except in cases of work related emergency situations." 

Paragraph 4.4 further states that: "For emergency overtime the Head of Department or 
his/her Deputy-Director may give verbal approval to the working of such overtime, 
provided such approval is followed up with a written confirmation." 

During the audit of overtime, it was noted that there was no pre-authorisation for the 
following overtime worked and claimed: 


Employee 

Empipyee 

Oveiliiipi 

clalrniid 

PPli dyi|j|time 
vydrKed 

42 


1 051,00 

2011/01 

50 

PT Sithebe 

1 058,95 

2010/12 

1110 

SS Dube 

1 826,55 

2010/12 

1515 

CL DE Lange 

1 209,^ 

2010/10 

1104 

LJ Collett 

938,90 

2011/05 

1110 

SS Dube 

2 442,20 

2011/04 

3132 

M Rayaz 

3 169,36 

2011/05 

14 

NE Yende 

2 606,56 

2011/05 

216 


608,25 

2011/06 

242 

HZ Magwanya 

404,23 

2011/06 

249 

JJ Lukele 

781,04 

2011/05 


Internal control deficiency 

Inadequate monitoring by management to ensure compliance with the policy. 

Recommendation 

Written authorisation of overtime by an HOD or respective manager should be obtained 
prior to such overtime being worked. 

Management response 

Employers did have prior verbal authorization and we have implemented in September 
that employees do have written consent from HOD’s to work overtime and upon 
presentation of overtime claim this is further confirmed. 

Name: Shamantha Domun 
Position: Payroll Controller 
Date: 26/10/2011 
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Auditor’s conclusion 

In terms of the policy, prior written approval is required however, where it is not possible 
to obtain written approval and verbal approval is granted, this fact as well as the date of 
the verbal approval should be confirmed in writing when the overtime claim is submitted. 
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Revenue 

9. Refundable deposits recorded as sundry income 
Audit finding 

According to GRAP 9 paragraph 13: "Revenue includes only the gross inflows of 
economic benefits or service potential received and receivable by the entity on its own 
account. Amounts collected as agent of the entity or on behalf of other third parties, for 
example, the collection of telephone and electricity payments by the post office on behalf 
of entities providing such services, are not economic benefits or service potential that 
flow to the entity and do not result in increases in assets or decreases in liabilities. 
Therefore, they are excluded from revenue." 


Deposits received for the hiring of halls and which are refundable to individuals were 
recorded as sundry income and output VAT was processed on these transactions. 

As a result, sundry income is overstated by RIO 429 and payables are understated by 
the same amount. Output VAT is also overstated and payables are also understated by 
R2 370. 

Internal control deficiency 

Inadequate monitoring and review of revenue transactions. 


Recommendation 

A deposit register should be maintained and reconciled to the general ledger and any 
differences followed up. 

Management response 

The Municipality is now not committing these transactions as they are refundable, 
however the municipality will open a new vote the Deposit of Hiring of Halls, where they 
will be not vat able as they are refunds. 

Name: Khona Ntuli 
Position: Accountant Income 
Date: 02/11/2011 

Auditor’s conclusion 

The above misstatement will be included on the schedule of uncorrected misstatements. 
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Non-compliance with laws and regulations 

10. Audit committee minutes not submitted to council 
Audit finding 

In terms of section 166 (1) of the MFMA, "each municipality must have an audit 
committee subject to subsection (6). 

Section 166 (2) further stipulates that "An audit committee is an independent body which 
must 

a) Advise the municipal council, the political office bearers, the accounting officer 
and the management staff of the municipality on matters relating to: 

i) internal financial control and Internal audits; 

ii) risk management; 

iii) accounting policies; 

iv) the adequacy, reliability and accuracy of the financial reporting and 
information; 

v) performance management; 

vi) effective governance; 

vii) Compliance with this Act, annual Division of Revenue Act any 
other applicable legislation; 

viii) performance evaluation; and 

ix) Any other issues referred to it by the municipality. 

Section 166(4)(b) requires that "An audit committee must meet as often as is required to 
perform its functions, but at least four times a year." 

During the evaluation of the audit committee, it was noted that there was no 
communication between the audit committee and council nor was the audit committee 
minutes submitted to council for noting and follow-up. In addition, the audit committee 
only met twice during the 2010/11 year. 

Internal control deficiency 

Audit committee minutes/reports are not included on the council agenda. 

Recommendation 

Management should ensure that audit committee minutes and reports are tabled at the 
next council meeting. 

Management response 

The Audit Committee minutes will be tabled to Council in November 201 1 and will 
thereafter be tabled continuously to Council as and when minutes are available as per 
audit recommendation. 

Name: BB Mdletshe 
Position: Chief Financial Officer 
Date: 14 October 201 1 



Auditor’s conclusion 

To be followed up during the next audit. 
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11. Three year budget projection not in IDP 
Audit finding 

In terms of section 26(h) of the Municipal Systems Act, the IDP of the municipality must 
include a financial plan, which must include the budget projection for at least the next 
three years, and at least the following: 

i) The budget projections 

ii) The financial resources that are available for capital project developments 
and operational expenditure, and 

iii) A financial strategy that defines sound financial management and 
expenditure control and means of increasing revenues and external funding 
for the municipality. 

During the audit of predetermined objectives, it was noted that the financial plan included 
in the IDP only included a capital budget for the 2010-201 1 financial year and there were 
no budget projections in the IDP as required by the MSA. 


Internal control deficiency 

No review and monitoring of the IDP to confirm that all requirements are complied with. 


Recommendation 

The IDP manager should ensure that the IDP is reviewed and adjusted to comply with 
the MSA. Compliance should be confirmed by the accounting officer. 

Management response 

The management agreed with the finding regarding non incorporation of a 3 year budget 
in the IDP, as per legislation requires. The 3 year budget was not included in the IDP, 
due to time constraints, towards final printing of the document, and the financial plan 
was incorporated during the year under review, the financial strategy that is in the 
document was not updated as required. The management is addressing concerns in 
2012/2013 IDP review, and the process to update the financial strategy was commission 
during the 2011/2012 IDP review. In terms of the finding for review and monitoring of the 
IDP, the management noted this finding, and the management is addressing it during the 
201 1/2012 review. The Accounting Officer will address the issues during the next review 
and on the issues concerning the pre determined objectives; the municipality is attending 
on them during the current review. 

Name: Philani Ndlovu 
Position: IDP Manager 
Date: 27 October 201 1 
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Auditor’s conclusion 

This will be confirmed during the 2011-12 audit of predetermined objectives. 


12. SDBIP approved more than 28 days after budget approved 
Audit finding 

Section 53(1)(c)(ii) of the MFMA requires that: "the mayor of the municipality must take 
all reasonable steps to ensure that the municipality’s service delivery and budget 
implementation plan is approved by the mayor within 28 days after the approval of the 
budget". 

During the audit of predetermined objectives it was established that the SDBIP was 
approved on 1 1 August 201 0, 77 days after the budget was approved on 26 May 2010. 

Internal control deficiency 

A checklist to monitor compliance with the MFMA has not been implemented. 

Recommendation 

Management should ensure that the SDBIP is approved in accordance with the MFMA. 

Management response 

The reason for the late approval of the SDBIP is that there were political conflicts 
between the parties; therefore the budget was a month late which led to the late 
approval of SDBIP. 


Name: Philani Ndlovu 
Position: IDP Manager 
Date: 02/11/2011 

Auditor’s conclusion 

The mayor should ensure that the municipality adheres to the requirements of the 
MFMA. 
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13. Interest not charged on overdue accounts 
Audit finding 

The municipality's tariff policy and Part 15(1) of the credit control policy as well 
as section 64(2)(g) of the MFMA requires that interest be charged on all overdue or 
arrear accounts. 

During the audit of revenue, it was noted that interest has not been charged on the 
debtors accounts which are outstanding for over 30 days. 

Internal control deficiency 

There is insufficient monitoring of compliance with the internal policies and with the 
MFMA. 

Recommendation 

The CFO should ensure that specific controls are implemented to ensure compliance 
with the credit control policy and with the MFMA. 

Management response 

The financial system has been reviewed to calculate interest with effect from November 
2011 . 

Name: B.B, Mdletshe 
Position: CFO 
Date: 18 October 201 1 

Auditor’s conclusion 

Management comment has been noted and will be followed up during the next audit. 
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Predetermined objectives 

14. No community participation in development of KPI's 
Audit Finding 

In terms of section 42 of the MSA: "A municipality, through appropriate mechanisms, 
process and procedures established in terms of chapter 4, must involve the local 
community in the development, implementation and review of the municipality's 
performance management system, and in particular, allow the community to participate 
in the setting of appropriate key performance indicators and performance targets for the 
municipality." 

During the audit of predetermined objectives, it was established that community 
involvement was restricted to ward councilors and no community involvement could be 
evidenced. 

Internal control deficiency 

The process of involving the community in the setting of KPI and targets has not been 
established and implemented. 

Recommendation 

The process of community involvement should be established and evidence to support 
this should be maintained by the municipality. 

Management response 

In future the community will be involved and the municipality will maintain the evidence. 

Name: Philani Ndlovu 
Position: IDP Manager 
) Date: 02/11/2011 


Auditor’s conclusion 

Management comment has been noted and will be followed up on during the next audit. 
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ANNEXURE C: ADMINISTRATIVE MATTERS 


No matters to report. 






